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COMMENTS
OF

PHILLIPS PETROLEUM COMPANY
ON

STILLWATER ASSOCIATES
DRAFT REPORT

FOR THE
CALIFORNIA ENERGY COMMISSION

“MTBE PHASEOUT IN CALIFORNIA”
February 18, 2002

March 1, 2002

Phillips Petroleum Company (“Phillips”) is pleased to submit the
following comments on Stillwater Associates’ Draft Report for the
California Energy Commission, “MTBE Phaseout in California”.
Phillips and its subsidiaries manufacture, transport, exchange, and
sell gasoline and diesel fuel in California through some 1600 Union
76 and Circle K retail sites.  Phillips purchased Tosco Corporation
in September 2001 including its California assets.

Phillips is prepared to produce California gasoline without MTBE by
the December 31, 2002 regulatory deadline.  As background, Tosco
expressed initial support for eliminating MTBE from California
gasoline as early as 1997.  Tosco strongly supported Governor Gray
Davis’ March 1999 Executive Order that called for the elimination of
MTBE “at the earliest possible date, but not later than December 31,
2002.”   Governor Davis said at the time that he would work with oil
companies to expedite the elimination of MTBE by voluntary agreement.
Tosco, which had already eliminated MTBE from gasoline in three Bay
Area Counties in 1998 immediately responded and was the first company
to eliminate MTBE in Lake Tahoe gasoline.  Tosco then joined Governor
Davis in a December 1999 joint press conference to announce Tosco’s
plan to remove MTBE from gasoline by the end of 2000 contingent on
EPA’s issuance of an oxygenate waiver for California.  Although EPA
did not waive the oxygen mandate, Tosco still responded and reduced
its MTBE use in California by 80-90% by late 2000 and started
purchasing and blending over 6000 barrels per day of ethanol in
California gasoline.  Tosco took this major voluntary action two
years before the regulatory deadline.   Phillips has continued this
program since its purchase of Tosco last year.

Phillips continues to support the elimination of MTBE from California



the December 31, 2002 regulatory deadline.  Phillips has completed
all necessary improvements to our refineries and terminals and those
facilities are in operation today.  Phillips has been successful to
date in producing non-MTBE gasoline with ethanol but was and is    fully
anticipating    that other California refiners would join us in making
this gasoline no later than fall 2002.  However, operating as the
sole    major producer/marketer of California gasoline with ethanol can
be difficult.  A California MTBE phaseout delay, particularly one
linking the use of ethanol with a gasoline supply crisis, creates a
dilemma for Phillips.   At a minimum, such a delay would therefore
cause Phillips to re-evaluate our ability to continue producing non-
MTBE gasoline in California.

Stillwater is suggesting that maintaining the December 31, 2002 MTBE
phase out deadline will contribute to an unacceptable gasoline supply
situation for California, and that a three-year delay will give
industry and government more time to resolve these supply concerns.
Phillips does not see this as an acceptable public policy
recommendation, delaying one major public policy goal (protection of
water resources) to address another goal (gasoline supply).  We are
prepared to work with California officials and other stakeholders to
seek out and evaluate constructive solutions so that Californians can
have both gasoline and water free from MTBE    and    adequate gasoline
supply.
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March 1, 2002

The Honorable Gray Davis
State Capitol Building
Sacramento, CA 95814

RE: MTBE Phase Out in California/ Stillwater Associates Study

Dear Governor Davis,

The Renewable Energy Action Project (REAP) urges you to
hold firm on the MTBE deadline.

Almost three years have passed since your Executive
Order, and all sectors of the transportation fuels
industry have invested heavily to comply with your
vision.  Nearly twelve months before the deadline, most
refiners are committed to the phase-out schedule, the
ethanol industry has more than doubled output to meet
projected California demand, and the transportation and
logistics industry has confirmed its ability to ship and
distribute ethanol by 2003.

In regard to the Stillwater report, in-depth studies by
the California Energy Commission (CEC) do not corroborate
Stillwater’s concerns about pump price increases as a
result of the MTBE deadline.  Furthermore, the Stillwater
report fails to consider the costs of ongoing MTBE use,
which range from cleanup to stranded investments.  It
does not consider high-risk scenarios inherent with
increased dependence on imported oil.  In addition, it is
difficult to quantify the public health costs of
extending the deadline.  However, Californians have made
themselves clear: they are not willing to bear the burden
of ongoing MTBE use.

In addition, we offer the following comments:

1.) Price Spike Concerns Overblown:  As the Stillwater
report data suggests, immediate price spikes are unlikely
to occur because the MTBE phase-out will occur during the
winter months.  During this period, the true value of
ethanol as a strategy to extend gasoline supplies is
realized due to greater regulatory flexibility.  There is
no blending reason for gas prices to increase during this
period, and we encourage you to put the oil companies on
notice that they will be held accountable.  If supply
shortages are anticipated as the summer season
approaches, existing fuels regulations already allow
refiners to apply for variances, as demonstrated in 1999
by the Chevron Corporation.  Complementary legislative
protections could be enacted to clarify the fuel variance
process to apply directly to the MTBE phase-out, or
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provide additional consumer protections.  In addition,
the CaRFG 3 Predictive Model should be corrected to
reduce the risk of summertime shortages (see below).

2.) Oxygen Waiver Counter-Productive:  Ongoing efforts to
exempt California from the oxygen waiver (or RFS) are
counter-productive and contribute to the uncertain
regulatory environment that is crippling the transition
away from MTBE.  Though contrary to the rhetoric coming
from the oil companies, actual data from the CEC reports
by Math Pro and Stillwater demonstrate that non-
oxygenated gasoline is more difficult and expensive to
produce, and requires more imports of foreign blend
stocks.  In seeking a waiver, California is endorsing the
use of alkylates as a complete replacement for MTBE.
According to the CEC, alkylates are in short supply and
have reached “ extraordinary”  price levels during the
last twelve months.  Although you may believe that both
alkylates and ethanol will be used to fill the MTBE void,
an oxygen waiver would cripple efforts to ship and supply
ethanol to California, even if the oil industry reversed
their well-documented tendencies and started blending
ethanol voluntarily to keep gasoline prices stable.  In
essence, an oxygen waiver increases the chances of
alkylate-induced supply shortages and decreases the
chances that ethanol will be available to bail California
out.

3.) Benefits of Increased Ethanol Use:  Currently, 10
percent of California’s electricity comes from renewable
resources.  Your administration set a goal to increase
California’s use of renewable electricity to 17 percent
by 2010.  With a few quick policy changes you can set the
transportation sector on a similar course, while
simultaneously catalyzing rural economic development,
reducing global warming emissions and decreasing
petroleum use.  You could very quickly rally California’s
agricultural, environmental and political communities
around this effort.  This is an appropriate and feasible
goal that would ultimately result in greater liquid fuel
supply and lower gasoline prices.  We would enjoy an
opportunity to assist this effort.

4.) ARB Regulations:  On February 29, 2002, the
California Energy Commission stated that the CaRFG 3
Predictive Model should be reconsidered as a strategy to
increase refiner flexibility.  Currently, it is virtually
impossible for refiners to blend 10 percent ethanol (E10)
because of erroneous assumptions about oxygenated fuels
increasing NOx emissions.  The model should be updated to
reflect recent Automobile Alliance tests, which show
reduced NOx emissions in new vehicles using oxygenates.
Although refiners will still need to eliminate some
“ light ends”  in order to meet air quality regulations
when adding higher quantities of ethanol, a ten percent
ethanol blend will result in much greater net fuel volume
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gains than 5.7 percent ethanol blends.  It is possible
that this one regulatory adjustment could make up the 5
percent supply shortage predicted by Stillwater
Associates (as opposed to using MTBE for that purpose).
Supply could be extended by more than five percent if
some refiners use the pentane light ends to make other
products such as iso-octane.  Correcting the CaRFG3 model
would certainly reduce the chances of summertime supply
shortages.  It would also ensure that our mistakes do not
cascade to the other states that traditionally adopt
California regulations.

5.) Economic development:  Delaying the ban will likely
cancel or postpone every prospective ethanol development
project in California.  It will undercut legislative
efforts – specifically Senate Bill 87-XX – to capture the
economic benefits of public investment in biomass ethanol
production.  The CEC report “ Costs and Benefits of a
Biomass-to-Ethanol Production Industry in California”
demonstrates that a relatively small 200 million gallons
per year California biomass ethanol industry would result
in statewide economic benefits of $1 billion over a 20-
year period.  Another CEC report estimates that
California has enough “ wastes and residues”  alone to
produce up to 3.9 billion gallons of biomass ethanol per
year – enough to displace a third of California’s
transportation sector oil consumption.  In addition,
private investors and farmers stand ready to invest
additional millions of dollars in California biofuels.

It is time for the State of California to truly address
its fuel supply issues.  Awaiting completion of oil
pipelines, permitting ongoing MTBE use, and pursuing
policy initiatives that undercut truly sustainable energy
development projects is a disservice to California
residents even in the near term.  It will commit the
state to even more perilous dependence on foreign oil,
exacerbated MTBE cleanup costs, increased global warming
emissions and ongoing gasoline supply issues.  REAP fully
supports efforts to protect California consumers from
pump price spikes, but not at the needless expense of
drinking water and sustainable economic development.

We appreciate your efforts to investigate strategies to
reduce petroleum use.  REAP would like to provide any
assistance we can to make that vision a reality.

Sincerely,

RBColeman

Brooke Coleman
Director, Renewable Energy Action Project (REAP)
415.336.2321

Climate Solutions
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Bluewater Network
Environmental & Energy Study Institute
Kinergy Resources
West Coast People's Energy Co-op
Institute for Local Self-Reliance
Institute for Agriculture & Trade Policy
California Renewable Fuels Partnership
Masada Resource Group
The Brower Fund
General Biomass Company
Oregon Environmental Council
California Farmers Union
The Minnesota Project
Plumas Corporation
Oceanic Resource Foundation
County of Ventura Public Works Department
Tides Foundation  
Illinois Student Environmental Network (ISEN)
Waterkeeper Alliance
Save Our Shores
International Marine Mammal Project
Clean Energy Now (Greenpeace)
Kettle Range Conservation Group
Cook Inlet Keeper
New River Foundation
Earth Island Journal
Waste Action Project
Pacific Biodiversity Institute
Mangrove Action Project
Citizens Committee to Complete the Refuge
Northwoods Conservation Association
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